Abstract. Purpose -to assess possible consequences of the employment of offshore companies in strategic state projects.
Introduction
One of the functions of a state is to set business rules, mandatory to all market participants. Compliance with these rules is controlled by a state by employing all measures available.
Businesses employ offshore companies for two purposes: tax reduction and confidentiality which allows hiding the real aims of transactions or the origin of capital. In accordance with the real purposes of their establishment, offshore companies can even serve as a cover for criminal activities, such as money laundering, corruption offense financing and/or plundering of budget funds, under the cover of legal transactions when these transactions are carried out through offshore companies with the aim to artificially inflate prices of goods or services so that the surplus could be embezzled (Bergström, Helgesson, & Mörth, 2011) .
The large interests that state governors and businesses have in offshore companies were confirmed by the Panama Papers scandal which revealed the existence of 214000 offshore companies in more than 200 states and their territories (Internal Revenue Service Estimates, 2016) .
The conduct of such businesses helps to cover the processes of money laundering. Although establishment and management of an offshore company is not a crime in case this company pays taxes and is not involved in criminal offences, offshore companies are often exploited for concealment of the origins of illegally obtained money (Crivelli, Mooij, & Keen, 2015) .
The PANA committee, established in the middle of 2016, is researching whether the EU regulations on the prevention of money laundering and tax evasion are properly implemented. The research was started when nearly two years ago the Panama Papers scandal arose. Then, after leaking the correspondence of the Panama legal service company Mossack Fonseca, the information on over 213 thousand foreign companies and their owners, including 12 current and former state governors, nearly 200 politicians and a large number of celebrities, was disclosed. During the scandal, a total of 2.6 terabytes of the confidential information, i.e. 11.5 million documents, was publically announced. This amount of data was higher than that leaked over the scandals taken together. Thus far, it has been the biggest leak of the information on money laundering and tax evasion. Flawed tax practices were also revealed by the Paradise Papers scandal which arose in the autumn of 2017 (Table 1) (Zucman, 2015) .
The PANA committee notes that some EU member states have recently introduced citizenship programs for non-EU residents (e.g., golden visas or investment programs) that grant the rights to citizenship in exchange to financial investment, but a person's income sources and business customers are not checked (EU Council Directive, 2015) .
The data announced by the Europol indicate that the Panama Papers are linked to only 0.6 per cent of the total number of annually recorded money laundering cases. The PANA committee warns that it is just the tip of an iceberg since the company Mossack Fonseca, which occupies only 5-10 per cent of the secret overseas.
Global situation
The statistics show that 1.5-2.8 trillion US dollars, i.e. between 2 and 5 per cent of the global GDP, are lost annually due to money laundering practices, while the amounts of the money laundered through offshore territories vary from 1 to 21 trillion US dollars (van Koningsveld, 2015) . The table above shows that Europe is the region that bears the most substantial tax revenue loss, amounting to 78 US dollars; 10 per cent of the total European financial assets, or 2,600 billion US dollars, are held in offshore accounts. The USA in 2014 lost 34 billion US dollars of its tax revenue; 4 per cent of the country's total financial assets, or 1200 billion US dollars, are held in offshore accounts (Raczkowski, 2015) . The USA is an attractive region for offshore activities since it has some offshore zones, for instance, in the State of Delaware, where formal offshore companies are granted tax exemptions in case they earn their revenues outside the USA, or, as it is stipulated by the law, "outside a zone or a state if an offshore zone is established not all over a state". By employing offshore zones, the US economy is able to attract extra funds and at the same time control the information which is related to the activities of offshore companies (Biggins, 2013) .
The statistics on the situation in other regions show that nearly 52 per cent of the total Russian financial assets, or 200 billion US dollars, are held in offshore territories, and in 2014 Russia lost about 1 billion US dollars of its tax revenue; African offshore wealth amounts to 30 per cent of the region's total financial assets or 500 billion US dollars, and in 2014 Africa lost 14 US dollars of its tax revenue; the offshore wealth in Latin America amounts to 22 per cent of the region's total financial assets or 700 billion US dollars, and in 2014 Latin America lost 21 billion US dollars of its tax revenue; offshore accounts hold 9 per cent of Canadian total financial assets or 300 billion US dollars, and in the year under consideration the country lost 6 billion US dollars of its tax revenue; the offshore wealth amounts to 4 per cent of the Asian total financial assets or 1300 billion US dollars, and in 2014 Asia lost nearly 34 billion US dollars of its tax revenue; finally, the offshore wealth in the Persian Gulf Countries amounts to 57 of the region's total financial assets, or 800 billion US dollars, although in 2014 the region was not found to bear any loss in its tax revenue. The total global offshore wealth amounts to 8 per cent of the total global financial assets or 7600 billion US dollars, and nearly 190 billion US dollars of tax revenue is lost annually (Busuoic, 2006) .
Although the activities of offshore companies are restricted by issuing new regulations, the financial interests of stakeholders are larger than the efforts to stop them ( 
The impact of the Panama Papers on EU member states
After the leak of the Panama Papers, many EU member states suffered the losses in their reputation. The most significant losses were suffered by Great Britain, Luxembourg, Ireland, Cyprus, Spain, Estonia, Malta and Latvia. Undoubtedly, offshore companies in Great Britain were popular due to the existence of the offshore zones, such as the British Virgin Islands and the Isle of Man, established by the country itself. Luxembourg was interesting for its financial centres and minimum tax levels. Before accession to the EU, both Malta and Cyprus used to be offshore territories, and Cyprus is still extremely popular with Russian entrepreneurs who want to move their capitals from Russia. Moreover, Cyprus applies minimal tax tariffs allowed in the EU. Estonia also applies tax exemptions for those who invest in the country; in addition, it borders on Russia and Finland, which makes it attractive to entrepreneurs from the East. Although the Panama Papers reveal only a small part of the global offshore activities, they indicate particular tendencies and lead to particular conclusions (see Table 2 -3). Another topical issue is the exploitation of offshore financial centres for illegal activities. Although some authors state that offshore financial centres in principle refer to small scattered islands, today more and more of them are discussing what impact the world's largest countries have on these small islands and the offshore financial centres located there (Sharman, 2006) .
Application of the newest research methods for evaluation of the global corporate assets helped to detect 71 million components, linked to offshore financial centres (Javier, Fichtner, Eelke, & Frank, 2017) . In 2015, the above-mentioned authors used the data from the ORBIS database comprising 200 million public and private enterprises worldwide (Orbis database, 2017) . This helped to identify the offshore financial centres in which foreign companies hold their capitals. 23 offshore financial centres were found to attract substantial shares of foreign capital. It was also found that foreign capital reaches the financial centres through the Netherlands, the UK, Ireland, Switzerland and Singapore. The authors note that the UK serves as an intermediary between European countries and Luxembourg, Bermuda, Jersey, British Virgin Islands and Cayman Islands (Knobel & Meinzer, 2016a , 2016b . The Netherlands mediate between European countries and Luxembourg, Curacao, Cyprus and Bermuda. Luxembourg and Hong Kong companies invest directly in European countries and China without employment of the offshore financial centres. The authors also detected intensification of the investment moving from low-tax countries, such as Bermuda, British Virgin Islands and the Cayman Islands, to the companies established in other offshore territories (CASE & CPB, 2013) .
Hence, the results of the recent studies contradict to the previous findings, which proposed that the main offshore financial centres were established in the Caribbean Islands, and show that a significant number of offshore financial centres operate in developed countries (Savona & Riccardi, 2017) . Figure 2 depicts the network of the value flow between/among particular countries. The different colours in the figure indicate the relative importance of the link: red is used for the values that stay (sink), while yellow marks the through flow. The position of a country in the network is set so that well-connected countries are close in space. This is reflected by European countries placed close to the Netherlands (NL) and Luxembourg (LU), while Asian countries are placed close to Hong Kong (HK) and other sink-OFCs, and the United Kingdom (GB) acts as an integrator between Europe and Asia. Figure 2 shows a connected inter-sink-OFC network, with the British territories triplet British Virgin Islands (VG), Bermuda (BM), and Cayman Islands (KY) at the centre (Figure 2) (Javier et al., 2017) . Table 5 gives an overview of the countries identified as sink Offshore Centres, where global values are parked, and of Conduit Offshore Centres, where global values flow through (see Column 1). Column 2 lists the Oxfam tax havens, Column 3 indicates the tax havens according to the Financial Secrecy Index of the Tax Justice Network, and Column 4 provides the EU 2015 world tax havens blacklist, while Column 5 presents the IMF 2000 list of cooperative versus non-cooperative countries. Here 1 stands for "non-cooperative", 2 stands for "below international standards", and 3 stands for "generally cooperative" countries. Column 6 ranks the countries according to the IMF 2008 Assessment Program for Offshore Centres (COFFERS, 2016) ( Table 4) . The study helped to identify the offshore financial centres from an economic point of view. Ireland together with the UK specialises in the establishment of main offices. In the value chain, 90 per cent of the value generated by Luxembourg as by a financial flow channel ends in an unknown offshore financial centre. Similar tendencies are observed in Hong Kong, Singapore and Ireland (Miller, Rena, Rosen, & Jackson, 2016) . 70 per cent of Switzerland's financial value ends in the sector of mining and quarrying in Jersey. Electronics and computer manufacturers mostly use Hong Kong services, holding companies rely on such channels as the Netherlands and Luxembourg, while the other financial sectors enjoy the benefits provided by Ireland (Zdanowicz, 2016) . Finally, the Netherlands is active in the sector of business support services concentrated in Luxembourg. In all of the above-mentioned cases, the clear specialisation of different economic sectors in offshore financial centres can be observed. The analysis of previous research proposes the following conclusions (Table 5) (Cobham, Jansky, & Meinzer, 2015) : 
Lithuania's participation in the activities of offshore companies
At the national level, Lithuania joined the countries that employ offshore companies for the implementation of their strategic plans. On one hand, when Biržai pipeline was still being exploited (in 2003), the main product and crude oil transporters were offshore companies, mostly owned by private oil traders. On December 3, 2014, the exploitation of the liquefied natural gas terminal, which was referred to as a priority having a strategic impact on Lithuanian energy security, was started. It should be noted that the terminal itself was acquired through a specially-established offshore company, and gas was bought from another offshore company, established in London (WODC Project, 2017) . This proposes that by implementing its national-level strategic projects through offshore companies, Lithuania promotes offshoring in business and supports the double standards for the offshoring companies employed by the state and the ones operating in the private sector. Tolerance of the double standards and categorisation of offshore companies as "transparent" and "non-transparent", as declared by the former Minister of Energy, makes an impression that what the state is allowed to do, private business is not. Also, some reasonable doubts concerning the possible cases of corruption while implementing the abovementioned strategic project can be raised considering the fact that the offshore companies involved in the project are directly linked to aggressive tax planning (or even tax evasion) and confidentiality of the origin of capital. In this case, it is difficult to control the money flowing from the Lithuanian national budget (i.e. taxpayers' money) to the accounts of the offshore companies. What is more, having in mind the aggressive tax planning tools used by Lithuania as a state, it is difficult to justify Lithuanian tax policy and agree with the proposition that it effectively fights tax evasion.
Tax administrators can hardly get the data on money movement in offshore accounts and can hardly identify the real owners of the accounts in offshore companies (Unger, Broek, Ferwerda, & Deleanu, 2014) .
The companies, operating in the area of international business, are free to decide what business model to select, but their selection serves as a background to assess the level of social responsibility in these companies. Excluding the aspects of social justice and international business, this research addressed the social responsibility of Lithuania as a state renting liquefied natural gas terminal through offshore companies. When ignoring the problems with offshore companies, revealed during the Panama Papers scandal, the state is still implementing its strategic project through the same offshore companies, the private business receives the message that employment of offshore companies for international operation is, in fact, promoted.
Just after 2001, Enron, one of the largest US energy enterprises, went bankrupt, which was a result of data forgery. In November 2001, this enterprise suffered a 618 million USD loss. In 1990, many obscure accounting entries (which can be referred to as fraud) were detected in Enron and its accounting partner Arthur Andersen (later this firm collapsed and had to pay the damages amounting to 40 million USD). Some offshore centres (Grand Cayman and Turks and Caicos), incorporating over 800 offshore companies, were involved in the Enron's collapse scheme, and the damage worth over 7.1 billion USD was done (Seabrooke & Wigan, 2017) . This way, the offshore schemes led to the largest bankruptcy in U.S. history at that time.
With reference to historical sources, such global schemes involve the largest global corporations and most famous business advisory companies. If earlier Lithuanian special investigation service institutions were able to fight corruption and financial offences inside the country (the cases were usually closed without receiving a reply from abroad), over the last 10 years the country has been able to enter global business markets where operation of offshore companies is not uncommon (Van der Veen & Ferwerda, 2016) . The existence of this practice is confirmed by the information on the activities of Alstom's subdivision in Sweden (which paid potentially illegal rewards to Lithuanian energy sector officials) announced by the Serious Fraud Office in the UK (Fischer & Lotz, 2014) .
Offshore companies are clearly damaging the revenues of national budgets, this way deepening social injustice. So what is the state's position with regard to offshore companies? Can a business, operating in an international market, benefit from offshore companies without persecution? Those who treat offshore companies as legal are partly right because offshore companies indeed comply with legal regulations of a country or territory where they are registered, and it would be naive to consider the laws in force, for instance, the laws of the State of Delaware in the USA or the Isle of Man in the UK, to be questionable. Nevertheless, it remains unclear where the money that settles in the accounts of offshore companies is transferred from and where this money later flows to (Unger, Broek, Joras, & Deleanu, 2017) .
Offshore companies are commonly employed for reduction of tax burden (mainly profit taxes) and concealment of the origin of capital. What is more, they can actively participate in money laundering operations and corruption offences. As tax evasion distorts the real effects that offshore companies have on business, offshore activities can lead to unreasonable and harmful taxation and capital outflows. Inaccurate information, in its turn, can distort the Laffer curve when assessing the actual impact of taxes on state budget revenues (Van den Broek, 2015) .
What could individual countries do to discourage international business from using offshore services? Tax reduction is one of the possible solutions. That is exactly what the Irish government did. In order to attract investment by multinational corporations, the Irish government granted tax privileges to Apple corporation, i.e. it reduced profit tax from 12.5 to 1 per cent in 2007, and to 0.0005 per cent in 2014. Google was also offered some special tax incentives. However, despite their positive effects, such practices may serve as a dangerous precedent involving countries into tax competition, which contradicts the presumption that taxes serve as a measure to implement social justice. Hence, what advantages provided by offshore companies are actually gained, depends on the objectives of offshore business founders.
Conclusions
 Offshore financial centres specialise in serving particular economic sectors;  Although developed countries suffer most significant tax revenue losses, they promote the establishment of offshore centres;
 Countries do not learn from their mistakes, especially in terms of tax evasion through offshore companies;  By employing offshore companies in its strategic projects, Lithuania supports the double standards and the principle that what the state is allowed to do, private business is not;  By taking advantage of offshore companies, corruption offences can be financed. From the Panama Papers, it also follows that a Dutch legal firm is involved by establishing dubious constructions where offshore companies are involved.
